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HIGHLIGHTS OF BUSINESS IN JANUARY 


The economy moved into a condition of comparative 
balance at the end of 1948, beginning one of those side- 
ward movements that lend support to both optimistic and 
pessimistic views and heighten feelings of uncertainty on 
both sides. Production was generally well sustained in 
January, with the heavy industries strong and the con- 
sumer goods industries showing definite weakness. Farm 
prices were definitely in a deflationary phase. But con- 
sumer incomes were at a record high; government pro- 
grams were “rising sharply; and construction contract 
awards moved ahead of last year’s level. 

Preliminary estimates place national income at a rec- 
ord level in the fourth quarter, continuing about the same 
rate of advance as the earlier part of the year. Consumer 
expenditures also attained a new high. With price reduc- 
tions concentrated in nondurables, the flow of such goods 
to consumers increased much more than dollar sales. 


Worry Over Prices and Sales 


Wholesale prices have been declining continuously 
over the past four months, and by the most recent date 
had dropped some 7 per cent. The chart on page 5 shows 
the concentration of the declines in farm products and 
foods, with prices of other commodities continuing near 
the peak. At the end of January, 1949, the all-commodi- 
ties index was still about 40 per cent above June, 1946, 
the last month when OPA controls were effective. That 
the postwar peak is not necessarily behind us is suggested 
in the discussion of the business outlook on page 2. 


Inventory liquidation appears to be a major factor in 


the current price decline. Business inventories declined 
$1.4 billion in December —a little more than seasonally. 
For department stores, outstanding orders were off even 
more sharply than inventories. After falling gradually 
from August to October, they 
dropped precipitously, to a six-year 


by seasonal factors. Unofficial reports indicate a concen- 
tration of this unemployment in nondurable manufactur- 
ing industries, in which January is a traditionally slack 
month while inventories are being checked and reduced. 

Last February, at the seasonal peak, there were almost 
as many unemployed, 2,640,000, and thereafter unemploy- 
ment declined with the coming of spring. At the present 
level, unemployment is only 414 per cent of the labor 
force of over 62,000,000. In view of necessary lags in re- 
hiring, this volume of unemployment hardly represents 
a decisive change. 

Wage increases may be more limited in 1949, An indi- 
cation of the pattern of wage determination this year is 
provided by the case of 30,000 New England cotton tex- 
tile workers, where an arbitrator rejected the union’s 
demand for a 10 cent an hour wage increase. Other 
unions, who had tied their wages partly to the cost of liv- 
ing, are now finding this provision a boomerang, as in 
the case of the General Motors workers. 


Business Failures Up, But Not High 


The transition to a more normal economic condition 
is reflected in the rise of commercial and industrial fail- 
ures to 142 in the week ended January 20. There were 
127 failures in the corresponding period of last year. This 
is still extremely low compared with prewar. Failures 
averaged about 300 per week in 1939 and over 400 per 
week during the prosperous 1920's. 


Construction Volume Maintained 


Construction activity has been following the patterns 
indicated by industry and government forecasts —in the 
latest figures, housing was still slightly below and other 
construction was higher than the 
previous year. The total value of 


low of $292 million at the end of the 
year. At the end of 1947, they were 
almost twice as large, $544 million. 


Unemployment Rises 


The increase in unemployment to 
2,660,000 in January, a new postwar 


The date line of this Review 
has been advanced one month . 
in order to conform with the 
month of. issue. The timeliness 
of material presented is in no 
way affected by the change. 


engineering contracts in January, 
though 33 per cent below Decem- 
ber, was still 28 per cent above 
January, 1948. Residential units 
started in January totaled 50,000 — 
down 11 per cent from December 
but only 5 per cent from the pre- 
vious January. 


high, can be explained only in part 


—— 
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Weather, Worry, and Business 


There is little appreciation of how much the so-called 
“present recession” is due to the weather. It was the per- 
fect weather sequence that brought us the record crops 
last year. It was the mild fall that held back sales last 
November. And now the winter storms have again con- 
tributed to declines in sales and production. 

These disturbances fall with sledge hammer force in 


‘a situation where worried businessmen seem convinced 


that “It is just too good to last.” Their fears play up 
and exaggerate almost any sign of weakness. It is the 
third postwar wave of fear that has swept the business 
community. After appearing three winters in a row, it 
begins almost to look like a regular seasonal affair. Yet, 
“the recession” did not come in 1947; it was averted 
again in 1948; and there is good reason to believe that 
1949 is not the year either. 

This time, of course, fear strikes after the postwar 
backlogs of demand have largely been met. It assumes 
tangible economic form through inventory liquidation. 
The layoffs that swell the ranks of the unemployed are 
a phase of restricting production in order to reduce in- 
ventory risks. 


The Weather Usually Averages Out 


Fears and falling prices are interacting. Price declines 
produce anticipations of inventory.losses, which in turn 
lead to policies of avoiding inventories; and the refusal 
of business to hold inventories, as well as its more active 
efforts to liquidate them, drives prices still lower. 

The combination of record production and unwilling- 
ness to hold available supplies is the basis’ of recent 
sharp declines in farm prices. When the harvest is in, 
and everybody wants someone else to assume the risks, 
there is no telling how far a decline can go. In particular, 
when the large processing industries refuse to maintain 
inventories, there may be no comparable source of buy- 
ing power in the market. Presumably, the speculative 
markets are then “forced” to take over. But these markets 
can be forced only at a price; and if the speculators also 
are fear-ridden, the bottom drops out. 

It is the effects of precisely such a collapse that the 
government price support program is designed to correct. 
Under it, the farm community can never be so seriously 
depressed as to affect the whole economy. Today, gov- 
ernment holdings of wheat amount to more than the total 


carryover expected this year, and the trade will have ty 
draw on these holdings before the new harvest. 

Forecasts that 1949 crops will again be overwhelming 
are without firm foundation, though they seem to haye 
given prices another downward shove. This picture can, 
of course, change very quickly, as it did in the fall of 
1947, and again in the summer of 1948. It is still much 
too early to predict that the government will incur g 
sizable loss on its purchases either this year or next. If jt 
does, the program will be reshaped, but not in the direc. 
tion of abandoning price supports. 


Inventory Liquidation Has a Limit 


The signs that business wants to avoid inventories 
have by no means been confined to the speculative com- 
modity markets. Among other indications that the decline 
is based largely on liquidation are the sharp decline in 
department store orders outstanding, to half the level of 
a year earlier; the layoffs in the textile and apparel in- 
dustries; and innumerable industry reports citing efforts 
to put inventories at a safe minimum. 

What should not be lost sight of in assessing the 
business outlook is that inventory policy is subject to 
quick reversal. Liquidation never long continues in a 
period of sustained activity. And if a definite reversal 
should again take place, inventory accumulation could 
play an important part in a new inflationary upsurge. 

In short, weather and worry account for the waning 
of business. Neither can be considered a continuing force 
for deflation. 


Outlook for Business Is Bright 


Despite the current wave of fear and farm price de- 
flation, there are two good reasons for expecting business 
prosperity to continue through 1949. These are the rising 
trends of government expenditures and the construction 
boom. As long as these important elements continue so 
strong, there can hardly be an appreciable letdown. 

The report of the Council of Economic Advisers indi- 
cates that increased Federal expenditures have already 
been authorized for national security, foreign aid, and 
public works. Other programs are proposed to achieve 
further progress in meeting urgent needs of our domes- 
tic economy. In addition, veterans’ insurance refunds will 
result in large disbursements this year. State and local 
governments are also committed to substantial increases. 
In the aggregate, cash payments by all government units 
will “rise to perhaps $61 billion for the calendar year 
1949, more than $9 billion higher than in 1948.” 

No offsetting decline of comparable magnitude is in 
prospect for private expenditures. Even if all the fore- 
casts that construction will be sustained prove wrong, the 
decline is not likely to be more than a billion or two. New 
capital outlays of business are projected at continuing 
high levels in the early part of the year and are not likely 
to fall more than several billion dollars in the later part. 
Inventory liquidation could not add much more to the 
forces of deflation. At worst, what we can expect is about 
the same total of expenditures and sales as at present. At 
best, it could be substantially larger. 

The latter possibility, of course, provides the basis for 
warnings against further inflation. If an inventory rever- 
sal coincided with peak government outlays, upward pres- 
sure on prices would be renewed. And if unfavorable 
weather at the same time curtailed 1949 crops, a new 
high in the general price level could well be realized. The 
picture is far from all on the side of deflation. 
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ILLINOIS INDUSTRIES AND RESOURCES 


GREAT LAKES SHIPPING 


Many of the products of Illinois industry rely on the 
Great Lakes as a transportation outlet. During the Great 
Lakes shipping season just ended, all previous records 
were broken for total combined tonnage of iron ore, coal, 
limestone, and grain. The tremendous volume of 185.4 
million net tons exceeded the previous record set in 1942 
by 1.2 million tons. 

Whereas the 1942 record was largely the result of the 
largest tonnage of iron ore carried in Great Lakes his- 
tory, 1948 shipments were more evenly distributed among 
iron ore, coal, limestone, and grain, which combine to 
make up about 95 per cent of the tonnage transported by 
Great Lakes vessels. The only other appreciable move- 
ment is in petroleum. 

All-time records were set in 1948 for the movement 
of coal and limestone over the Great Lakes, which totaled 
60.4 million net tons of coal and 22.3 million net tons of 
limestone. The year 1948 also saw the third largest iron 
ore movement in history. The 82.9 million gross tons 
carried not only broke the previous peacetime record set 
in 1947, but topped the 82.7 million tons averaged for the 
war years. 

Because of the growing shortage of carrying capacity 
in the Great Lakes fleet, Canadian vessels were again 
permitted to continue their wartime practice of carrying 
ore between United States ports in 1948. Shipping officials 
attribute increased iron ore shipments last season to the 
larger participation of Canadian ships, the complete ab- 
sence of work stoppages on the ore boats, better handling 
and loading methods, and an earlier start by one week. 
Buffalo Harbor was opened on March 17th, the earliest 
date in its history. 


Chicago, a Great Natural Port 


United States Army Corps of Engineers records re- 
veal that Greater Chicago, including Gary and Indiana 
Harbor, is second only to Duluth among the Great Lakes 
ports in tonnage of water-borne commerce. The only 
ocean ports that surpass Chicago in water-borne tonnage 
are New York and Philadelphia. Ocean cargoes, how- 
ever, usually consist of comparatively light goods, in 
contrast to the heavy raw materials shipped on the 
Great Lakes. 

From the beginning, Chicago businessmen looked to 
Lake Michigan as an outlet for local products. Chicago 
Harbor was originally restricted to small craft and was 
only a half mile wide. A new mouth was cut for the 
Chicago River in 1833, however, and in 1834 the first 
large vessel entered the river. By 1870 Chicago stood 


_ third among the customs districts on the Lakes. 


The general location of Chicago with reference to 
water transportation gives it all the requirements neces- 
sary for a great industrial harbor. The port of Chicago 
has an extensive river system consisting of Chicago 
Harbor and River, Calumet Harbor and River, Lake 
Calumet, the Calumet-Sag Canal, and the Chicago Sani- 


tary and Ship Canal. These waterways not only facilitate 
the movement of material from the Great Lakes, but re- 
ceive cargoes from the great Midwestern inland water- 
way system. 

Total water commerce in the Chicago area in 1947 
was over 49 million tons, an all-time high for Chicago 
water traffic, although final 1948 figures may show that a 
new record was set during the past season. Calumet 
Harbor and the Calumet River are the industrial water- 
ways of the port, the traffic consisting largely of iron ore, 
coal, limestone, grain, sand, and gravel. The commodities 
carried on the Chicago River are more diversified and 
include such items as newsprint, sugar, petroleum, flour, 
and feeds. The Greater Chicago Area received about 25 
per cent of the total Lake shipment of ore in 1947. 

Coal is shipped as well as received at Chicago, and 
soft coal shipments during 1948 were 2.1 million net tons, 
a new record. By giving Illinois coal a summer outlet, 
Great Lakes shipping via Chicago has made possible com- 
petition with eastern coal. Not until 1941 did Southern 
Illinois coal producers finally get freight rates to Chicago 
which would allow them to compete with the East for the 
Great Lakes market. 

Limestone is the third major commodity in Lake 
traffic for the Chicago area, and the 1947 receipts of 5.9 
million net tons were 28 per cent of total Lake shipments. 
Chicago is also one of the important Great Lakes grain 
ports and the major port on the Lakes for petroleum. 


Prospects for St. Lawrence Seaway 


Congress will soon reconsider a bill to approve a 
United States-Canadian agreement for connecting the 
Great Lakes and the St. Lawrence River with navigation 
canals for sea-going ships. Completion of the St. Law- 
rence Seaway would make possible the direct shipment 
of the products of Illinois industry to any of the world’s 
great seaports. Already ships of shallow draft can navi- 
gate from Europe to Chicago via the St. Lawrence. Dur- 
ing the 1948 navigation season a total of 25 foreign 
vessels made 58 round trips between Northern European 
ports and the Lake area and most of them made Chicago 
their western terminus. 

The present St. Lawrence channel is only 14 feet deep, 
and a 27-foot minimum would be required to handle 
large ocean vessels. Army engineers estimate that 179 
miles of waterways would have to be dredged and 21 
locks built for the Seaway. To take advantage of the pro- 
posed waterway, Chicago port facilities would have to be 
radically improved. Plans involve straightening the Calu- 
met River and constructing larger bridges to accommo- 
date ocean-going craft. The Seaway would not only save 
the cost of loading and unloading imports at New York 
or Boston and transshipping to Chicago by rail, but would 
expedite access to Canadian ore for Chicago’s steel mills 
and give Chicago the opportunity to become one of the 
world’s great ports of ocean shipping. 


KNOW YOUR STATE 
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STATISTICAL SUMMARY OF BUSINESS ACTIVITY 


; SELECTED INDICATORS UNITED STATES MONTHLY INDEXES Pr 
Percentage Changes November, 1948, to December, 1948 
Percentage Change 
-20 “10 ° +10 +20 +30 +40 +50 . “a from tin 
em. r 
COAL| PRODUCTION 1948 Nov. — ing 
1948 1947 cal 
f 19: 
Annual 2. 
POWER PRODUCTION rate in a 
billions Wi 
of dollars lea 
EMPLOYMENT — MANUFAC TURING anusacturing 
Value of new construction lat 
vate nonresidential................... = 8. +88 
CONSTRUCTION! CONTRACTS AWARDED Public 3.7 | -17.0 | 443.2 fos 
Foreign trade 
Merchandise exports.................... 15.4 +56.7 +15.5 pre 
xe exports over imports........... 0. 
DEPARTMENT STORE SALE Consumer outstanding? 
8.2> | + 3.9 +33.8 Pri 
| 15.6> | +01 | 45:7 
Cash farm income? 
Livestock and products.................. 17.1 — 9.8 —10.7 
Indexes ing 
5 FARM PRICES (1935- or 
} Industrial production? 39= 100) con 
it Durable manufactures................... 2288 — 0.4 — 0.9 all- 
Nondurable manufactures............... 1736 — 2.2 — 0.6 altl 
Manufacturing employment‘ son 
ILLINOIS BUSINESS INDEXES 159.0 — 1.6 — 1.8 dec 
Decem. Percentage Change Average weekly earnings... 245 + 1.0 + 4.3 pric 
(1935 Construction contracts awarded’ 192 
| ON 239 +13.5 | +11.0 
t Coal production’... .... 140.2 6.8 All commodities. 201.3 | — 1.0 | — 0.6 m 
4 Department store sales in Chicago‘ +39.5 + 0.7 Other 188.3 - 0.3 5.0 star 
Consumer prices in Chicago’............ | 175.4 0.3 + 3.1 Farm prices? 
Building 431.7 7.4 412.7 Received by farmers. 198 00 | +08 for 
Construction contracts awarded*......... 305.1 +.3.0 +33.0 Paid by farmers........................ 250 -~11.0 
Bank debits’. 340.3 +17.6 + 2.8 108° — 0.9 —12.2 m 
Life insurance sales (ordinary)®. 192.9 +16.0 — 7.1 
; Petroleum production” edi do aia ee WR 244.9 + 2.2 — 1.1 e Seasonally adjusted. » As of end of month. © Based on official indexes, wel 
‘ Fed. Power Comm.; ? Ill. Dept. of Mines; * Ill. Dept. of Labor; 4 Fed. 1 U. S. Department of Commerce; ? Federal Reserve Board; #U. S. De on 
1. Res. Bank, 7th Dist.; * U.S. Bur. of Labor Statistics; * F. W. Dodge Corp.; partment. of Agriculture; ‘U. S. Bureau of Labor Statistics; skW W. Dodge 
} 7 Fed. Res. Bd.; * Iii. Coop. Crop Repts.; * Life Ins. Agcy. Manag. Assn.; Corporation. 
i Geol. Survey. 
PEF 
' UNITED STATES WEEKLY BUSINESS STATISTICS 
Item 
5 Jan. 29 Jan. 22 Jan. 15 Jan. 8 Jan. 1 e 
Production: 
ba Bituminous coal.................... thous. of short tons. 1,743 1,903 1,963 1,931 1,725 1,865 
4 Electric power by utilities........... mil. of kw-hr........ 5,810 5,769 5,727 5,742 5,562 5,429 16 
. Motor vehicles (Wards)............. number in thous..... 113.0 109.4 108.3 96.1 79.4 98.9 
thous. bbl........... 5,439 5,419 5,428 5,454 5,611 5,318 
1935-39=100....... 208.8 206.7 205.1 202.0 196.5 192.2 
Freight carloadines thous. of cars....... 679 710 733 722 585 727 14 
: Department store sales................ 1935-39=100....... 217 230 244 272 204 233 
N Commodity prices, wholesale: 
1926=100.......... 158.8 159.3 160.5 161.3 162.2 164.5 
5 Other than farm products and foods. .1926=100.......... 153.6 153.0 152.9 152.6 152.5 148.4 121 
August, 1939=100...| 283.7 286.1 291.4 294.8 296.2 349.6 
Finance: 
E Business loans...................0. mil. of dol.......... 15,381 | 15,414 | 15,415 | 15,366 | 15,561 | 14,727 
Failures, commercial................ 136 142 127 128 128 91 101 
z Stock prices, 416 stocks (Standard 
& Poor’ wl 1935-39 =100. 120.7 121.8 122.1 119.5 120.1 117.5 ( 
: Survey ‘eekly Supplement, February 4, 11, 1949. Sou 
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Production Remains High 


Production, led by heavy industries such as steel, con- 
tinued at a high level during January. Steel output dur- 
ing the month rose from 97.8 per cent of the new rated 
capacity to 101.1 per cent (1,863,000 net tons). During 
1948, capacity for the steel industry was boosted nearly 
2 million tons to more than 96 million tons annually. 
Weekly capacity is now set at 1,843,516 tons. Industry 
leaders, defending their moderate rate of expansion, point 
out that demand is already being met in some lines and 
predict a general balancing of demand and supply by the 
latter half of 1949. Automotive production by the end of 
January was getting back into high gear, after shutdowns 
for model changeovers in several makes of cars. Coal 
production remained steady during the month, at about 
1114 million tons weekly. 


Prices Still Falling 


The BLS index of wholesale prices (1926 = 100) 
declined for the fifth consecutive month in January. Dur- 
ing the month, weekly indexes fell from 161.3 to 158.8, 
or 1.6 per cent; each weekly index was below that of the 
comparable week in 1948. There was no change in the 
all-commodity index during the last week of the month 
although farm prices rose slightly and foods fell off 
somewhat. As shown by the accompanying chart, the 
decline is concentrated in farm products and foods, with 
all other commodities stable. Even after the declines, 
prices are still high when judged by the standards of 
1926, a fairly prosperous year for the nation. 

The consumers’ price index (1935-39 = 100) contin- 
ued the fractional declines of the preceding two months 
in December, falling 0.5 per cent to a point just 2.6 per 
cent above the figure for December 15, 1947. Again sub- 
stantial declines in food prices were chiefly responsible 
for the drop, although there were also fractional declines 
in prices of apparel, fuel, and housefurnishings. Food 
prices at retail have been dropping for five months and 
were 0.9 per cent lower at mid-December than they were 


on December 15, 1947. 
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RECENT ECONOMIC CHANGES 


Farm Prices Level or Down 


Agriculture Department reports show that farm prices 
remained unchanged from December to January, after 
several months of decline. On January 15 they were still 
at a point 13 per cent below the all-time peak of Janu- 
ary, 1948. At mid-January, prices received were 268 per 
cent of the 1909-14 base; prices paid by farmers were 
248 per cent of the base; and the parity ratio was 108. 

Illinois farmers did not fare so well as the average in 
the January decline. The joint crop-reporting service 
states that farm prices received were at the lowest point 
in a year, 3 per cent below December prices and 26 per 
cent bélow last January’s record of 351. The parity ratio 
for Illinois farmers was 104, 4 points lower than in 
December. 


Wages Set New Record 


According to the BLS, gross weekly earnings of manu- 
facturing workers averaged $55.01 in December, a rise 
of 54 cents over November. The December rise renewed 
an irregular upward trend started last May and more 
than canceled the 17-cent drop from October to Novem- 
ber. Average weekly earnings in durable goods industries 
rose 79 cents to $59.32, while nondurables earnings 
showed an increase of 25 cents, rising to $50.42. Hours 
worked in durable goods manufacturing per week aver- 
aged 40.7 in December, somewhat above the all-manufac- 
turing average of 39.9 hours. 

The price declines at the retail level shown by the 
consumer price index mean that some 300,000 GM em- 
ployees whose wages are tied to the index movements 
will take a 2- or 3-cent-an-hour wage cut, beginning 
March 1, under the cost-of-living clause in their work 
contract. Other contracts also contain similar provisions, 
as in the case of the International Shoe Company, whose 
25,000 production workers will also take a 3-cent-an-hour 
wage cut. The price declines have prompted many labor 
unions to shift the basis of their wage demands from 
living costs to profits, and in some instances emphasis 
has been shifted from wage demands to demands for 
greater welfare benefits such as hospital and sick benefits, 
insurance, and pensions. 


Corporate Finances Strong 


The SEC reports that corporate working capital con- 
tinued to increase in the third quarter and reached a new 
record of $65.4 billion on September 30. The increase of 
$1.5 billion during the quarter, reflecting rises of $4.9 
billion and $3.4 billion in assets and liabilities, respec- 
tively, was about $200 million higher than the increase 
in the second quarter. Manufacturing companies ac- 
counted for about 90 per cent of the third-quarter in- 
crease, with the remainder well distributed among trade, 
railroad, and other industries. 

Business inventories fell $1.4 billion from November 
to December, according to Department of Commerce 
data. Total inventories of $54 billion remained about $6 
billion above those of December, 1947. Most important 
in the decline was a drop of $1.7 billion in retail inven- 
tories, which were affected not only by seasonal factors 
but also by price declines. Wholesale inventories dropped 
$215 million.to $8.3 billion whereas manufacturers’ in- 
ventories rose $570 million to a total of $31.8 billion. 
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The Department of Commerce reports that publicly 
reported cash dividends paid amounted to $6.1 billion in 
1948, 14 per cent above dividends paid in 1947. During 
December, dividends totaled more than $1.1 billion, 17 
per cent more than in December, 1947. 

Common stock dividend yields are close to the record 
level, with the average yield of all stocks listed on the 
New York Exchange above 614 per cent. The year 1932 
was the only time since 1919 that dividends for the year 
were more than 6 per cent; and many of the payments 
in that year came out of capital rather than earnings. The 
weighted average yield of 125 industrial stocks, accord- 
ing to Moody’s, was 6.72 per cent in November and 6.57 
per cent in December. In December, 1947, the yield was 
5.44 per cent. Industrial dividend returns have been run- 
ning more than twice as high as bond yields since 
August; in public utilities and railroads, stocks have been 
paying almost twice as much as bonds. Such a favorable 
spread seldom occurs and is generally an indication of 
relative advantage in buying common stocks. 

The Treasury Department reports that individual 
Illinois residents are increasing their holdings of savings 
bonds, putting away nearly $500 million a year. Group 
purchases place the total well over the half-billion mark. 
In 1948, total savings bonds purchases of $624 million 
were over 9 per cent of national purchases of more than 
$6 billion. At the end of August, 1948, value of bonds 
held by individuals in the State was nearly $4 billion. 
Redemptions for Illinois are estimated to have been at 
about the same rate as for the nation, or less than 1 per 
cent a month of total bonds outstanding. 


Unemployment Up 


The Census Bureau has reported that unemployment 
in January rose to 2,650,000, an increase of 700,000 over 
December. Some of the rise was attributed to seasonal 
factors, but larger-than-usual cutbacks in factory produc- 
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tion were also cited. Although nonfarm employment fej 
1,400,000, about twice the customary change at this time 
of year, many of these workers had been employed only 
temporarily during the holiday rush; they are not cop. 
sidered part of the regular labor force and do not report 
themselves as unemployed. As shown by the accompany. 
ing chart, the winter decline in non-agricultural employ. 
ment came earlier and was much greater this year than 
in 1947 and 1948, but still left employment 562,000 above 
the 1948 level. The fact that non-agricultural employ. 
ment is now considerably below last August’s peak js 
partly due to the inclusion of both regular jobholders on 
vacation and temporary summer workers, such as high 
school and college students. Shown by the chart, too, is 
the fact that in 1947 and 1948, the non-agricultural em. 
ployment trend was definitely upward, though at a slow- 
ing pace. Data for the next few months will show 
whether the increase in unemployment is continuing or 
leveling off in accordance with the usual seasonal pat- 
tern, but at a slightly higher level. 


Department Store Sales Off 


The Federal Reserve Board unadjusted weekly index 
of department store sales showed the usual steady decline 
during January, falling from 272 to 217. Not until the 
last week, however, did sales fall below those of the com- 
parable period in 1948. The onslaught of sleet, snow, and 
ice in many sections brought sales to a point 7 per cent 
below sales in the last week in January, 1948, after post- 
Christmas clearance sales and promotion schemes had 
boosted sales to a point 9 per cent over 1948 sales early 
in the month. Final data for December, 1948, show that 
sales were 207 per cent of the 1935-39 base, slightly above 


December, 1947, sales, which were 203 per cent of the base. 


Record Retail Sales 


Retail sales of more than $13 billion set a new record 
in December. After adjustment for seasonal factors, the 
total was 3 per cent above that for December, 1947. In- 
creases were recorded in both durables and nondurables, 
after seasonal adjustments, with durables up 2 per cent 
from November and nondurables up 3 per cent. 

Consumer credit rose considerably in December to a 
total of nearly $16 billion as consumers bought on credit 
or borrowed during the Christmas season. Of the increase 
of $618 million, almost one-half, or $308 million, occurred 
in installment credit; charge accounts outstanding in- 
creased $297 million. Installment credit totaled $8.3 bil- 
lion at the end of the year, another high mark, a third 
higher than the $6.2 billion at the end of 1947. 


New Houses Started 


Preliminary estimates by the Bureau of Labor Statis- 
tics indicate that 56,000 new permanent nonfarm dwell- 
ing units were started in December. This is less than 
3,000 below new starts in December, 1947, whereas new 
starts in October and November were 22,000 and 15,000, 
respectively, below new starts in the corresponding 
months of 1947, This year’s number of new dwellings 
started, estimated at 930,000 units, is about 1 per cent 
below that of the peak year of 1925 and about 9 per cent 
above 1947. Rental type structures for two or more fami- 
lies made up 17 per cent of 1948 construction, as com- 
pared with 13 per cent in 1947. Private residential build- 
ing, the largest single factor in the 1948 increase im 
construction, totaled nearly $7 billion. 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


New Steel Processes 


The continuing short supply of steel has resulted in 
increased efforts by European scientists to improve exist- 
ing production and fabrication methods. The British have 
developed a new process for the production of super- 
alloy steel castings for aircraft jet engines and cylin- 
drical and circular engine parts. Known as the ventri-die 
process of centrifugal casting, the secret process uses 
permanent metal dies instead of sand or other refractory 
materials to obtain surface contours. 

Another British process alloys chrome to steel sur- 
faces and produces metal similar to stainless steel, resist- 
ant to corrosion and high temperatures. Announced by 
the Fusion Alloys Corporation, the new low-cost process 
will greatly extend the life of automobile parts, pipes and 
fittings, and airplane engine components. 

A new type of blast furnace featuring operational 
economies and longevity has been revealed by its in- 
ventor, Dr. G. A. Zotos, a European process engineer. 
The new furnace replaces the usual brick construction 
with the same kind of materials that are produced in the 
furnace, thus eliminating the erosive action of slag and 
prolonging its life. A continuous ore-feeding process 
makes possible the use of inferior grades of ore and 
low-grade coal, or even coal dust, instead of coke. Con- 
struction costs for the new furnace would be about 30 
per cent lower than that of present blast furnaces, and 
such low-cost projects would help decentralization of the 
iron and steel industry. 


Collection Services 


The Small Business Division of the Department of 
Commerce points out in a recent release, “Use of Collec- 
tion Service — A Sound Consumer Credit Policy,” that 
no credit policy yet devised will eliminate delinquent ac- 
counts and stresses the importance of early action in 
cleaning up such accounts. It emphasizes the difficulty 
most small merchants find in following up past-due 
accounts and calls turning such accounts over to an out- 
side collection agency “good business.” The release gives 
a brief summary of how to choose a collection service, 
and reports that many credit bureaus maintain their own 
specialized collection departments which can be espe- 
cially helpful in locating debtors. 


Small-Order Selling 


The “small-and-often” buying habit is discussed in an 
article in the January 7th Printer’s Ink, “Put Profits 
Into Profitless Small Orders,” by Raymond H. Ganly. 
Order handling costs on small unit orders often are 50 
per cent more than the net value of the customer pur- 
chases, and Ganly points out various methods used by 
different companies to cut small-order costs. Especially 
recommended are improved packaging (to eliminate open- 
ing and repacking if small quantities are desired) and 
selective selling. One big expense in any sale is the cost 
of the salesman’s call. By classifying accounts according 
to size and explaining to small dealers that letters must 
substitute for salesmen in covering many accounts, a 
considerable saving can usually be realized without sacri- 
ficing the accounts. 


Financing New Businesses 


One of the outstanding features of postwar expansion 
has been the appearance of large numbers of new busi- 
nesses in the nation’s economy. “Capital Requirements of 
New Trade Firms,” an article in the December issue 
of Survey of Current Business, discusses the contribution 
of these new firms to the flow of capital investment. The 
600,000 retailers and 70,000 wholesalers who started busi- 
ness during the 1945-1947 period made total initial in- 
vestments of $5.6 and $1.4 billion, respectively. The 
largest total investments among retail establishments 
were in food stores and eating and drinking places, which 
together accounted for almost one-half of the firms. The 
average initial investment of new wholesalers and retail- 
ers was approximately $22,000 and $9,500, respectively, 
as shown in the chart. It should be remembered that, 
since the price level during the 1945-1947 period was 
lower than it is now, present initial wholesale and retail 
investments are probably higher. The capital require- 
ments for new firms in the period studied came, in order 
of importance, from personal savings, bank loans and 
personal loans, supplier credit, capital stock subscriptions, 
and mortgage loans. The proportion of personal savings 
used varied inversely with the size of firm, the smaller 
wholesalers and retailers financing themselves to the 
greatest extent. Uses of funds also varied with the size 
of firm, the smaller firms generally concentrating their 
capital in equipment and the larger in inventories. 


AVERAGE INITIAL INVESTMENTS OF FIRMS 
STARTING OPERATIONS, 1945-1947 
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Source: Survey of Current Business, Dept. of Commerce. 


This Bureau has recently published The Renegotiation 
of War Profits, by Richards C. Osborn, as No. 67 in its 
Bulletin Series. For copies, address the Bureau of Eco- 


nomic and -Business 
Urbana, Illinois. 


Research, 205 David Kinley Hall, 
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UNITED STATES FOREIGN TRADE 


GEORGE KLEINER, Assistant Professor of Economics 


In the spring of 1947, United States exports of goods 
reached the highest peacetime level on record, an annual 
rate of almost $16 billion. Since then, they have declined 
substantially, to an annual rate of about $12 billion at the 
end of 1948. Without the European Recovery Program, 
of course, the decline would have been much greater. 

Imports, on the other hand, increased from less than 
$6 billion in the early part of 1947 to about $7 billion in 
1948. The total export and import lines on Chart 1 show 
these trends. The gap between our exports and imports 
has been cut in half over the past year and a half, partly 
through an increase in our purchases from foreign coun- 
tries, largely through a decrease in foreign purchases 
from us. At the end of 1948, however, the excess of ex- 
ports was still substantial. 


Financing United States Exports 


There are three principal ways in which foreign 
countries can pay for their purchases of goods and serv- 
ices from us: by the sale of goods and services to us; 
by the sale of current gold production or the liquidation 
of gold and dollar balances accumulated in previous pe- 
riods; or by borrowing or receiving gifts from us, either 
private or governmental. The table summarizes the means 
of financing our exports of goods and services, which 
amounted to $15 billion in 1946, $20 billion in 1947, and 
an annual rate of $17 billion in the first nine months of 
1948, 

By the end of 1948, one means of financing at least 
some part of our exports was approaching exhaustion: 
whereas in 1946 and 1947 foreign countries had used a 
substantial proportion of their gold and dollar balances, 


Chart 1 


U. S. FOREIGN TRADE, WITH EXPORTS 
BY COMMODITY GROUPS 
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Source: U. S. Department of Commerce. 

* Beginning with the first quarter of 1947, exports in- 
clude shipments of goods for the Army’s Civilian Supply 
Program. 


accumulated before and during the war, to pay for cur. 
rent purchases, by 1948 most of the dollar-short countries 
had reduced such balances to the danger point. Mos 
countries need reserves of gold or dollars to provide 
against unforeseen contingencies and are attempting to 
accumulate such reserves. For this reason, some of the 
current world gold production and even some of the dol- 
lars supplied by our imports or aid programs may find 


their way into such reserves. 


Foreign Restrictions Increase 


Most countries, when faced with a shortage of for- 
eign exchange to pay for their purchases abroad, curtail 
imports through the increased use of direct controls or 
foreign exchange rationing. Without such restriction, 
scarce foreign exchange may be dissipated on nonessen- 
tials; and lack of essential imports may interfere with 
much-needed investment projects. Moreover, such con- 
trols may be practically the only means of achieving im- 
mediate results in the balancing of international accounts, 

The decline in United States exports from 1947 to 
1948 was due almost entirely to such increases. Canada 
and most Latin American countries came out of the war 
with very large gold and dollar holdings, since they had 
exported heavily to us during the war years, providing 
us with needed war materials, while imports from us of 
the kind or in the quantities wanted were not available. 
By the spring of 1947, however, these gold and dollar 
balances were dwindling at an alarming rate. 

In part, this sharp reduction was due to the rapid in- 
crease in United States (and world) prices, which de- 
creased the real value of the dollar surpluses accumulated 
during the war. In part, the demand for imports was 
extraordinarily high because of a variety of factors simi- 
lar to those experienced in this country —the need for 
inventory replenishment, replacement of capital goods 
and satisfaction of deferred consumer demand, acceler- 
ated rates of new investment, and high current consump- 
tion out of continuously rising money incomes. 

Moreover, important changes in the direction of trade 
had occurred. Before the war, Canada had a deficit with 
the United States, a surplus with Great Britain and 
other European countries, and was able to pay for her 
United States deficit by converting her European sur- 
pluses into dollars; while Latin American countries had 
been heavy importers of European manufactured goods. 
After the war, the very large dollar deficits of Great 
Britain and most other European countries made it im- 
possible for them to permit third countries to convert ex- 
port proceeds freely into dollars, since that would have 
limited their own ability to purchase our goods. On the 
other hand, their own capacity to export had been sharply 
curtailed. Many of the Western Hemisphere countries, 
therefore, concentrated their demand for imports on the 
United States, and, not being able to earn sufficient dol- 
lars from exports, dipped into their reserves. 

Various restrictions were therefore adopted or sharp- 
ened in order to stem the increasing demand for dollar 
imports. Among such measures were: outright prohibi- 
tions or quotas on nonessential imports; restrictions on 
purchases of exchange for nonessential goods, for travel, 
or for payment of interest or dividends; use of more than 
one exchange rate —an inexpensive rate for essentials 
and an expensive rate for nonessentials. 
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Chart 2 


BY GEOGRAPHIC AREAS, SECOND QUARTER, 
1947 TO SECOND QUARTER, 1948 


Source: U. S. Department of Commerce. 


The results have been, by and large, as planned. The 
large decrease in our exports to South America (see 
Chart 2), as well as the substantial decreases in exports 
to other areas, shows the effects of such restrictions. For 
most areas, machinery and other capital goods purchases 
in the United States have hardly declined at all, thus per- 
mitting the continuation of much-needed investment proj- 
ects, while purchases of textiles (now obtainable in Great 
Britain and other countries), manufactured food prod- 
ucts, and other consumer goods, particularly durables, 
have decreased sharply. Most of the decline has thus 
been concentrated in finished manufactures, as can be 
seen in Chart 1. In recent months, of course, the Euro- 
pean Recovery Program has helped considerably, both by 
providing for “off-shore” dollar purchases in Canada and 
Latin American countries, and by enabling the European 
countries themselves to pay dollars, earned through cur- 
rent exports to the United States, for some of their own 
direct imports from these countries. 


The Role of Europe 


Exports to Europe as a whole declined more than 25 
per cent between the second quarter of 1947 and the sec- 
ond quarter of 1948. Part of this was due to the very 
sharp drop in exports to Eastern Europe; but the decline 
in exports to Western Europe was also substantial, 
amounting to 20 per cent. Moreover, Western Europe 
has traditionally been the principal market for our ex- 
ports, and her reduction in purchases accounted for 35 
per cent of our total decline in exports over the year. 

Before the war, Europe (and almost entirely Western 
Europe alone) purchased more than 40 per cent of our 
exports. She was able to pay for her large trade deficit 
with the United States partly by supplying services to 
us on balance (principally shipping and tourist facili- 
ties), partly through her surpluses with Asia and Africa. 


PERCENTAGE CHANGE IN U. S. FOREIGN TRADE 


The United States, in turn, was a substantial net im- 
porter from Asia and Africa, purchasing rubber, tin, 
cocoa, tea, and copra. There was thus a net flow of dol- 
lars from the United States to the European dependen- 
cies in the Far and Near East, and from the latter to 
Europe, in payment for manufactured goods and services. 

This traditional flow of payments, precarious even 
before the war, has been disrupted. United States exports 
to the European dependencies have increased sharply, 
while imports have not kept pace. In addition, net pay- 
ments by the dependencies to Europe (for interest and 
dividends on investments, banking and insurance services, 
etc.) have decreased, so that Europe must increase her 
exports substantially, compared with prewar, if she is 
to earn sufficient foreign exchange to pay for the same 
amount of imports. 

Furthermore, Europe’s own need for imports is 
greater than before the war: trade has been reduced by 
the individualistic attempt of each country to balance its 
international accounts by restricting imports; population 
has increased about 10 per cent; production is above pre- 
war but a much larger proportion is being devoted to 
new investment projects, which means temporary curtail- 
ment of living standards and exports. New investment 
and increased production are needed merely to return to 
prewar living standards, but the general dissatisfaction 
with former standards is so great that unless some en- 
hancement is achieved, social unrest will grow. 

What is true for Europe is also true in large measure 
for the rest of the world. Exports to the United States 
can hardly be increased sufficiently, within the next few 
years, to pay for the current level of purchases from us. 
Looking at it from our side of the account, it is very 
doubtful whether our imports can increase sufficiently to 
fill the gap in our trade balance until the variety and 
efficiency of foreign production are improved. 

The President’s budget indicates that aid will con- 
tinue, in the fiscal year 1949-50, at close to the level of 
1948-49. Without such aid, of course, foreign countries 
would ‘be compelled to increase the severity of their 
restrictions and our exports would decline further. 


Table 1 


RECENT SHIFTS IN MEANS OF FINANCING OUR 
EXPORTS OF GOODS AND SERVICES 


(Percentages of total) 


1946 1947 1948* 
Exports of goods and services. .... 100 100 100 
Means of Financing 
U. S. imports of goods and services 48 43 61 
Liquidation by foreign countries of 
gold and dollar assets........ 13 23 9 
U. S. loans and gifts: 
U. S. Government aid: 
15 9 23 
Loans, incl. International Bank 
and Fund (net).......... 19 23 5 
U, S. private sources: 
Remittances (net)........... 4 3 
Long- and short-term capital 
2 4 5 
Errors and omissions............. -1 —5 


Source: United States Department of Commerce. 
* First nine months at annual rate. 
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LOCAL ILLINOIS DEVELOPMENTS 


MANUFACTURING EMPLOYMENT AND PAY- 
ROLLS, CHICAGO AND DOWNSTATE 


ILLINOIS 
1935-'939 AVERAGE 
PAYROLLS 
reer 
\pownsTaTE 
EMPLOYMENT 
150 CHICAGO. 
DOwNSTATE 
so}——— 
1935-39 1946 JFMAMJJASONDIUFMAMJJASOND 
MONTHLY AVERAGE 1947 1948 


Source: Illinois Department of Labor. 


While Illinois business indicators in December showed 
mixed tendencies, the general level of activity strength- 
ened, as reflected by increases in department store sales, 
electric power production, construction contracts award- 
ed, and bank debits. Bank debits attained a new record 
value in December, increasing about 18 per cent over 
November, 1948, and almost 3 per cent over the corre- 
sponding period of 1947. In contrast, coal production fell, 
both as compared with last November’s output and with 
the volume of the corresponding period of 1947; farm 
prices dropped even more sharply as compared with last 
year. 


Labor 


Manufacturing employment in December was slightly 
below the previous month and more than 4 per cent below 
December of 1947. Bloomington, down almost 24 per cent 
on the month-to-month comparison and 51 per cent on 
the year-to-year comparison, remained well below the 
average for the State as a whole. On the other hand, 
Danville showed substantial gains on both bases. 

Manufacturing payrolls remained about the same in 
December as in the previous month although the margin 
over the same period in 1947 was practically wiped out. 
In the month-to-month comparison all areas showed in- 
creases of less than 5 per cent with the exception of 
Danville and Champaign-Urbana. 

In January, strikes had curtailed activity in two im- 
portant cities. Seventeen hundred members of the CIO 
United Automobile Workers went on strike January 10 
at the East Moline John Deere farm equipment plant in 
protest against piecework regulations in one department. 
Eighty drivers and thirty maintenance men of the Belle- 
ville-St. Louis Coach Company went on strike January 
29, disrupting most of the transportation between Belle- 
ville and St. Louis. The union is asking for a 13-cent-an- 


hour wage boost, but company officials were offering 
only 5 cents an hour. 

As shown by the chart on this page, employment an¢ 
payroll indexes for the Chicago metropolitan area were 
running well ahead of downstate, retaining most of the 
gain achieved during the wartime expansion of indags. 
trial activity. In the two-year period ending last summer, 
however, the margin had narrowed considerably, with 
downstate showing slightly stronger trends. Employmen 
has remained relatively stable, while payrolls expanded 
about five times as fast. Thus, the chart reflects the large 
increase in wages during the war and postwar inflation, 


Construction 


Construction contracts awarded increased 3 per cent 
over the preceding month and Showed a 33 per cent gain 
over the like period of 1947. This represents a sharp gain 
on a year-to-year comparison and, as illustrated by the 
indexes of Illinois business on the back page, fully main- 
tains the upward trend from the wartime low. 

Building permit valuation decreased 17 per cent in 
December, but jumped almost 13 per cent over the same 
period in 1947, reversing the trend of the last two 
months. East St. Louis and Rockford reported gains of 
well over 100 per cent, whereas Alton, Kankakee, Spring- 
field, and Champaign-Urbana reported large losses, all 
over 45 per cent. 

In the area of Southern Illinois known as Egypt, in- 
dustrial expansion, including 20 new or branch plants 
and expansion of 49 other industries, totaled $156,000,000 
during 1948, according to a report made by the Illinois 
State Chamber of Commerce. Cairo, Carmi, Chester, and 
Herrin led in this expansion. 

The Central Illinois Public Service Company plans to 
spend approximately $35,000,000 on new construction by 
the end of 1951 to meet the increased demand for its 
services. Of this total $16,280,000 is scheduled to be spent 
by the end of 1949, $12,000,000 in 1950, and $6,400,000 
in 1951. The latter figure may have to be substantially in- 
creased if the present trend in demand continues. 


Prices 


The consumers’ price index for Chicago continued to 
decline in December, but at a slower pace than in the 
two previous months. A further drop of 1.7 per cent in 
food prices was chiefly responsible for the over-all de- 
crease in Chicago living costs. All groups, with the ex- 
ception of the food group (down 1.1 per cent), remained 
above December, 1947. Rent, surveyed quarterly, moved up 
3.4 per cent between September and December to bring 
the rent index up to 138.3 per cent of the 1935-39 aver- 
age, an increase of almost 19 per cent since May, 1947. 

Retail food prices continued their downward trend in 
Springfield and Peoria, the indexes dropping to 214.4 and 
216.8 per cent, respectively, of their 1935-39 average. Egg 
prices led the decline in the food bill in both cities. 
Meats, poultry and fish, and beverages were the only 
food groups to remain above the level of December, 1947. 

Farm prices have been falling steadily since their 
peak level in January, 1948. The margin under the pre- 
vious year has been steadily widening but may have 
reached its maximum in January. In December, 1948, the 
level was about 1 per cent lower than that of the preced- 
ing month, and 20 per cent below December, 1947. At the 
end of the year, the parity ratio for Illinois farmers was 
about 4 per cent under the national average. 
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COMPARATIVE ECONOMIC DATA FOR SELECTED ILLIN OIS CITIES 
DECEMBER, 1948 


Manufacturing! Building Depart- Bank Postal 
Employment & Payrolls Permits! ment Store Debits? Receipts? 

(Indexes 1935-39 = 100) (000) Sales? (000,000) (000) 

ov., —0. —I17. +17.6 +25.8 

Percentage Change from. . . .. 1947...| +0.1 +12.7 +0.7 +8.9 

NORTHERN ILLINOIS 

ov., —0. —7.9 +40.1 +19.0 +23.1 

Percentage Change from {per 1947... —5.2 —1.6 +11.7 +0.4 +2.9 +8.6 
ov., oa —0.1 +30.8 +12.5 +22.4 

Percentage Change from 1947... 42.4 4172.5 411.5 +5.8 
Ov., +0. +0. —75.1 +388 +19 .3 +29 .3 

Percentage Change from {Ber 1947 +81 41.8 45.5 -0.5 
107.9 287.7 $ 108 $ 45 $ 96 
—3.2 —1.0 ~97.3 +36.1 +55.3 


Nov., 1948... 


Nov., 1948... 


Percentage Change from... 1947. 


CENTRAL ILLINOIS 


Percentage Change from {Dee 
Percentage Change from 
Percentage Change from {Dew 


Percentage Change from 
Percentage Change from {Ror 
Percentage Change from tires” 
Percentage Change from. . . 1947. 


SOUTHERN ILLINOIS 


Percentage Change from. . . 


Nov., 1948... 
Dec., 1947... 


Percentage Change from... . 


1948... 


Percentage Change from... Dec., 1947. 


3.0 
—2.6 —3.3 
134.2 318.9 
+0.4 +1.1 
—0.3 +4.5 
152.0 436.7 
+0.4 
—1.7 +3.7 
75.0 169.6 
—23.9 —15.2 
—51.0 —46.4 
n.a. n.a. 
+3.2 +17.9 
n.a. n.a. 
84.7 217.5 
+5.5 +15 .5 
+34.9 +40.8 
118.5 296.4 
—1.6 +4.3 
—6.6 +3.2 


-0.7 
Nn.a. n.a. 
157.6 328.3 
—0.1 
+6.7 
130.4 276.9 
+0.7 
—4.6 
309.3 758.0 
+2.2 +1.4 
+1.8 +10.4 
119.9 264.9 
+01 
181.6 466.0 
~0.6 40.3 
~0.2 +8.7 
82.6 218.1 
—6.4 
40.6 


n.a. 


n.a. 


n.a. 


+10.4 


$ 38 
+42.4 
+7.0 
$ 157 
+25.4 
+9.6 
$ 221 
+66.2 
+15.7 


$ 97 
+37 .0 
+23.4 
$ 100 
+39.7 
+8.3 
$ 68 
+55.2 
+16.5 
$ 105 
+53.4 
+7.0 


$ 42 
+59.2 
+5.5 
$ 230 
+47.9 
+7.9 
$ 77 
+29.8 
+8.2 
$ 240 
+59.6 
+17.7 


$ 74 
+77.6 
+15.5 
$ 37 
+39.5 
+2.7 
$ 45 
+59.3 
+15 


Sources: | Illinois Department of Labor. Data on em 
*Research Departments of Federal Reserve Banks in Sev 


* Total for cities listed. 
> Moline only. 
n.a. Not available. 


ployment and payrolls include plants in areas surrounding designated cities. 
enth (Chicago) and Eighth (St. Louis) Districts. * Local post office reports. 
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